DOCUMENT RESUME 

ED 279 947 CG 019 756 



AUTHOR 
TITLE 

INSTITUTION 

PUB DATE 
NOTE 
PUB TYPE 
JOURNAL CIT 

EDRS PRICE 
DESCRIPTORS 



IDENTIFIERS 



Monheit, Alan C; And Others 

The Employed Uninsured and the Role of Public Policy, 
National Health Care Expenditures Study. 
National Center for Health Services Research and 
Health Care Technology (DHHS/PHS) , Rockville, MD. 
85 

19p. 

Reports - General (140) — Journal Articles (080) 
Inquiry; v22 p348-364 Win 1985 

MFOl/PCOl Plus Postage. 

*Einployees; Fringe Benefits; *Health Insurance; 
Individual Characteristics; Medical Services; 
Personnel Policy; *Public Policy; Use Studies 
*Employed Uninsured 



ABSTRACT 

This paper notes that, although most private health 
insurance is obtained through the workplace, important gaps remain in 
the present system of employment-related coverage. National survey 
data are presented which revealed that more than 9 million persons 
with employment experience were uninsured, who, with their uninsured 
dependents, accounted for three-quarters of all persons who lacked 
coverage. This report examines the circumstances and characteristics 
of the employed uninsured, including their opportunity to secure 
health insurance fringe benefits, their medical care use and 
expenditures, and the benefits available in private insurance that is 
not work related. Findings are presented showing that, although 
workers who are young and poor are the most likely to be uninsured, 
almost one-half of the employed uninsured are over 30 years old and 
one-half reside in middle- or high-income households. It is also 
noted that few of the employed uninsured are offered health insurance 
at the workplace, and they do not receive higher wages in place of 
health insurance fringe benefits. Alternative public policy responses 
to the problem of lack of health insurance coverage are also 
considered, including: (l) mandated employment-related coverage; (2) 
mandated state insurance pools; and (3) general tax credits for 
health insurance. (Author/NB) 
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Although most private health insurance is obtained through the workplace, 
important gaps remain in the present system of employment-related coverage. 
National survey data reveal that more than 9 million persons with employment 
experience are uninsured, who, with their uninsured dependents, account for 
three-quarters of ail persons who lack coverage. This paper examines the 
circumstances and characteristics of the employed uninsured, including their 
opportunity to secure health insurance fringe benefits, their medical care use and 
expenditures, and the benefits available in private insurance that is not work 
related. Alternative public policy responses to the problem of lack of health 
insurance coverage are also considered. 



Because the workplace is the source of 85% of 
all private health insurance coverage, it is usu- 
ally assumed that employed persons are in- 
sured through their employers.* This assump- 
tion has subtly misdirected policy discussions 
about the uninsured in two ways. First, it has 
been incorrectly inferred that most unem- 
ployed persons have lost health insurance cov- 
erage. This contention was not supported by 
recent research that indicated that most of the 
unemployed either did not have health insur- 
ance to lose in the first place or had the op- 
portunity to retain coverage from a previous 
job or througli the job of a spouse.^ Second, 
the presumption that employment leads to 
health insurance coverage has shifted attention 
away from the largest component of those 
without health insurance coverage, the 75% of 
persons uninsured throughout the year who are 
workers or thcii dependents. An appropriate 
policy response to the general problem of gaps 



in health insurance coverage must therefore 
consider the circumstances that cause em- 
ployed persons to remain uninsured for sig- 
nificant periods of time. 

In this paper we seek to redirect the policy 
debate on the uninsured by examining these 
circumstances and calling attention to the fol- 
lowing points: 

□ The employed uninsured and their depen- 
dents rf^present the largest component of 
those without health insurance coverage. 

□ Workers who are young and poor are the 
most likely to be uninsured, but almost half 
of the employed uninsured are more than 
30 years of age and half reside in middle- 
or high-income households. 

□ Few of the employed uninsured are offered 
health insurance at the workplace, and they 
do not receive higher wages in place of health 
insurance fringe benefits. 



Alan C. Monheit, Ph,D,, Michael M. Hagan, B^., Marc L. Berk, Ph.D., and Pamela J. Farley, Ph.D., 
are researchers in the Division of Intramural Research, National Center for Health Services Research and 
Health Care Technology Assessment, U.S. Department of Health and Human Services, Rockville, MD 
20857. 
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The Employed Uninsured 
Table 1. Employment status of persons uninsured all year, 1977 and 1980 



1977 1980 



Uninsured persons 


n 




n 




(1,000s) 


% of uninsured 


(1,000s) 


% of uninsured 


Total uninsured persons 


17,175 


100.0 


16,942 


100.0 


Employed all or part of year 










(16-64 years of age) 


9,198 


53.6 


9,42W 


55.6 


Full-time 


6,429 


37.4 


6,563 


38.7 


Part-time 


2,769 


16.1 


2,861 


16.9 


Persons not working 










( 1 6-64 years of age) 


3,162 


18.4 


2,582 


15.2 


Persons < 1 6 years of age 


4,561 


26.6 


4,436 


26.2 


Other uninsured persons" 


252 


1.4 


500 


3.0 



Source: NMCES Health Insurance Employer and Household Surveys (1977); NMCUES Household Survey (1980). 
* Includes persons 65 years of age or older and persons with unknown employment status. 



□ Benefits and out-of-pocket premiums com- 
parable to the value of employment-related 
insurance are not available to the employed 
uninsured outside the workplace. 

□ Lack of health insurance has consequences 
for the health care of the employed unin- 
sured, who use fewer health services than 
insured workers even after controlling for 
health status. 

These findings are based on analyses of the 
1977 National Medical Care Expenditure Sur- 
vey (NMCES) and the 1980 National Medical 
Care Utilization and Expenditure Survey 
(NMCUES).^ The NMCES serves as the pri- 
mary analytic data base because it provides 
information on a person's employment status, 
insurance status, and use of health services 
throughout the year, and is the only data set 
that describes the premiums and benefit pro- 
visions of insurance held by respondents. The 
latter information is contained in the Health 
Insurance Employer Survey (HIES) compo- 
nent of NMCES, which also describes the 
availability of coverage at the workplace."* Tne 
1980 NMCUES is used to compare and v-li- 
date NMCES tabulations of the number of em- 
ployed uninsured persons, their uninsured de- 
pendents, and their representation among the 
uninsured population. Although NMCUES 
also contains some of the information avail- 
able from NMCES, the sample is less than half 
the size of NMCES and does not contain de- 
tailed information on the availability and pro- 
visions of employment-related coverage.^ 

The employed uninsured have been defined 
as persons 16-64 years of age who are em- 



ployed for all or part of the year but are un- 
insured throughout the year.^ Because such 
persons are working, not eligible for Medicare, 
and chronically uninsured, they represent a key 
group for public policy consideration. 

The Employed Uninsured and the 
Gap in Health Insurance Coverage 

The employed uninsured represent more than 
half of all persons uninsured throughout the 
year. Together with their uninsured depen- 
dents, they account for more than three-quar- 
ters of the uninsured population. These find- 
ings are presented in Table 1 , which describes 
the employment status of uninsured persons, 
and in Table 2, which presents data on the 
uninsured dependents of the employed unin- 
sured. 

As Table 1 indicates, the largest component 
of the 1 7.2 million persons without health care 
coverage throughout 1977 consists of workers 
16-64 years of age (53.6%, or 9.2 million in- 
dividuals). Full-time workers (defined as 
working 35 hours or more pei* week) represent 
a third of all the uninsured and 70% of the 
employed uninsured, and part-time workers 
account for 16% of all uninsured persons and 
30% of the employed uninsured. More recent 
data from the 1 980 NMCUES reveal a striking 
stability in the proportion of the uninsured 
represented by employed v/orkers three years 
later. 

Persons 16-64 years of age who are not em- 
ployed, in contrast, comprise the smallest pro- 
portion of the uninsured population, account- 
ing for 18.4% of the uninsured in 1977 and 
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Table 2. Uninsured workers and uninsured dependents 



1977 1980 





fi 


% of 


n 


vD OI 




^ 1 yXJXJXJa) 


uninsured 


vl,UUUS; 


uninsured 


1) Total uninsured persons 


{IMS 


100.0 


16,942 


100.0 


2) Uninsured workers having uninsured dependents 


2,832 


16.5 


2,355 


13.9 


3) Uninsured dependents of uninsured workers 


5,504 


32.0 


5,220 


30.8 


a) Employed spouses 


1,179 


6.9 


1,154 


6.9 


b) Employed children 16-- 18 years of age 


392 


3.3 


299 


1.8 


c) Spouses not working 


748 


A A 

4.4 


643 


3.8 


d) Children under 19 not working 


3,185 


18.5 


3,124 


18.4 


4) Uninsured workers, no iminsured dependents 


4,794 


27.9 


5,617 


33.2 


5) .\11 other uninsured persons 


4,045 


23.6 


3,751 


22.1 


Totals 










6) All employed uninsured persons 










(2 + 3a + 3b + 4) 


9,198 


53.5 


9,425 


55.6 


7) Employed uninsured persons having Jependents 










and their dependents (2 + 3) 


8,336 


48.5 


7,575 


44.7 


8) All employed uninsured persons and dependents 










(2 + 3 + 4) 


13,130 


76.4 


13,192 


77.9 


9) Uninsured dependents per employed uninsured 










person with dependents (3 + 1) 




1.94 




2.34 



Source: NMCES Health Insurance Employer and Household Surveys (1977); NMCUES Househ-'ld Survey (1980). 



15.2% in 1980. This group consists of the de- 
pendents of the employed uninsured, other un- 
insured household members, and uninsur^^d 
persons residing in their own households. Their 
relatively small representation among the un- 
insured suggests that many persons who do not 
work secure health insurance as dependents of 
insured workers or through public programs 
such as Medicaid. Table 1 also reveals that 
children less than 16 years of age represented 
more than a quarter of all uninsured persons 
in both 1977 and 1980. 

Although the employed uninsured represent 
a minority of all employed persons under 65 
(8.7% in 1977 and 8.2% in 1980, or just over 
9 million persons), their numbers far exceed 
estimates of the number of unemployed work-, 
ers who lost health insurance coverage in early 
1982 and 1983.^ Government intervention on 
behalf of unemployed workers became the 
subject of an intense public policy debate dur- 
ing this time, with proponents of such inter- 
vention arguing that it was unfair to allow un- 
employed workers to lose coverage because of 
economic fluctuations largely beyond their 
control, especially in an uncertain period of 
financial hardship. 

Similar appeals can be made for public pol- 
icy intervention on behalf of the employed un- 
insured. Most work for firms that fail to offer 
health insurance fringe benefits as part of their 



compensation, which excludes them, like the 
unemployed, from the benefits afforded most 
workers. They, too, face higher prices for pri- 
vate heaJth insurance than do workers with 
employment-related group coverage, since they 
forgo the tax advantages and economies as- 
sociated with group coverage. Like unem- 
ployed workers without health insurance cov- 
erage, they also face difficulties securing health 
care. The argument for public policy consid- 
eration becomes even more compelling when 
dependents of the employed uninsured are in- 
cluded in measurements of the size of the un- 
insured population. 

Table 2 assesses how the dependents of the 
employed uninsured contribute to the size of 
the uninsured population. As the table dem- 
onstrates, these secondary effects are not in- 
consequential. In 1977, there were 2.8 million 
employed uninsured persons with uninsured 
dependents; this number declined slightly to 
2.4 million in 1980. These workers had more 
than 5 million uninsured dependents in both 
years, accounting for more than 30% of all 
uninsured persons. Together, they and their 
uninsured dependents comprise almost half of 
all persons lacking health insurance coverage 
(48.5% in 1977 and 44.7% in 1980). When all 
employed uninsured persons (those with and 
without uninsured dependents) and uninsured 
dependents are combined, they account for 
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some 13 million perjions, or more than three- 
quarters of the uninsured population in 1977 
and 1980. This total consist" of more than 9 
million employed persons and about 4 million 
nonworking dependents each year. If family 
coverage were available to and taken by such 
workers, three-quarters of the gap in health 
iiisurance coverage could be eliminated. Also, 
Table 2 suggests that when an employed per- 
son with dependents lacks health insurance, at 
least two other persons are uninsured through- 
out the year. 

What Kinds of Workers Are Most Likely to 
Lack Health Insurance Coverage? 

The workers who are most likely to lack health 
insurance tend to be young, in relatively poor 
economic circumstances, and less educated. 
Workers in industries characterized by sea- 
sonal or transitory employment and in occu- 
pations requiring less technical skill are also 
more likely to be uninsured. The employed 
uninsured, however, are a diverse group con- 
sisting of many prime-age workers and work- 
ers in favorable economic circumstances. 

The figures in Table 3 describe the percent- 
age of employed workers of selected demo- 
graphic and economic characteristics falling 
into one of four mutually exclusive insurance 
classes: private insurance only, all year; private 
insurance only, part of the year; public insur- 
ance, all or part of the year; and uninsured 
throughout the year. Overall, the 9.2 million 
employed uninsured in 1977 represented 8.7% 
of all persons with employment experience that 
year. 

Young workers 19 to 24 years of age are the 
most likely to be uninsured, and the propor- 
tion of workers without insurance declines as 
age increases.^ Young workers tend to be in 
relatively good health, expect to incur low 
medical care expenditures, and are less likely 
to have dependents who require medical care. 
Many no longer qualify as dependents under 
the health insurance of their parents and may 
have to pay for their own insurance out of 
relatively low earnings. They also may not be 
offered employment-related coverage because 
of their limited work experience or transitory 
employment status. 

The employed uninsured population also in- 
cludes a significant proportion of older prime- 



age .vorkers whose lack of coverage is likely to 
affect the insurance status of their dependents. 
For example, almost half (47%) of the em- 
ployed uninsured are workers over 30 years of 
age, half are married, and 60% are full-time 
wage earners.^ The limited employment ex- 
perience and employment opportunities that 
may explain why young workers are uninsured 
cannot explain why many older workers are 
uninsured for significant periods of time. 

Female workers are no more likely to be 
uninsured than males. However, nonwhite 
workers are more likely to lack health insur- 
ance than are whites (12.9% compared with 
8. 1 %). Health insurance is also associated with 
educational attainment, with 12.6% of workers 
having less than 12 years of schooling unin- 
sured compared with only 3.1% of workers 
with 16 or more years. Unmarried workers are 
about twice as likely to lack health insurance 
as are married workers, reflecting the fact that 
married workers can obtain insurance as the 
dependent of a working spouse. Table 3 also 
reveals that workers in poor health are less 
likely to obtain health insurance. Of workers 
reporting poor healih, 1 7% are uninsured com- 
pared with only 7.0% of workers reporting ex- 
cellent health and 9.3% in good health. Finally, 
workers in the South and West are twice as 
likely to lack health insurance as are workers 
in the Northeast or North Central states (1 1.7% 
and 12.6% of the former compared with 5.5% 
and 5.4% of the latter). These differences may 
reflect the greater degree of industrialization 
and unionization in » e latter regions. 

With regard to employment characteristics, 
Table 3 discloses that self-employed persons 
are far more likely to lack coverage than are 
wage earners (15% compared with 8%). There 
are also disparities in health insurance cov- 
erage by industry and occupation. Workers in 
industries characterized by seasonal employ- 
ment, self-employment, or a less technically 
skilled work force, such as agriculture, con- 
struction, sales, repair and personal services, 
and entertainment and recreation, are twice as 
likely to be uninsured as are workers in such 
sectors as manufacturing, transportation, com- 
munications, and utilities, which offer year- 
round employment to a specialized and more 
unionized labor force. Similarly, where the 
technical and educational requirements of an 
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Table 3. Employment and health insurance coverage: Percentage of employed persons by 
health insurance status according to selected characteristics 



% of employed persons 





Total 




Private 


Public insur- 






employed 


Private insur- 


insurance 


ance all or 


Uninsured 


• • 

v^hflractensucs 




ance all year 


part of year 


pall Ul J Cell 


all year 


Employed all or part of year" 


106.184 


83.7 


3.3 


4.3 


8.7 


Age (years) 












16-18 


8,395 


81.0 


1.9 


8.1 


9.0 


19-24 


19,534 


74.4 


6.9 


5.7 


13.0 


25-30 


17,711 


82.0 


4.4 


5.2 


8.5 


31-40 


22,018 


85.5 


2.6 


4.3 


7.6 


41-54 


25,176 


89.0 


1.6 


2.3 


7.1 


55-64 


13,350 


88.8 


1.9 


2.4 


7.0 


Sex 












Male 


57,922 


84.3 


3.2 


3.0 


9.4 


Female 


48,262 


83.0 


3.4 


5.8 


7.7 


Color 












While 


93,813 


85.2 


3.3 


3.3 


g.l 


Nonwhile 


12,371 


72.4 


3.1 


11.6 


12.9 


PHiiftatinn ^vears^ 












< 12 


29,830 


75.9 


3.3 


0.2 


12.0 


12 


38,160 


86.4 


3.3 


2.8 


7.4 


13-15 


16^110 


86^3 


3.5 


2.2 


8.0 


16 + 


15,! 12 


92.6 


3.2 


1.1 


3.1 


A^2)rit^l QtPtiiQ 

lYAAl 1 Lot dlOLUd 












Never married 


25,964 


11 1 
1 I.J 


4.7 


O.U 


12.U 




66,348 


88.6 


2.6 


2.2 


6.5 


Widowed 


23^211 


79.7 


4.0 


4.0 


12.3 


Separated 


2,774 


64.2 


4.7 


17.1 


14.1 


Divorced 


5,782 


69.1 


4.8 


12.1 


14.0 


P<»n*i»iv<»H hpalth ctptiic 












Excellent 


50,787 


00. 0 


J.O 


z.o 


/.u 


Good 


41,723 


83.2 


2.8 


4. / 




Fair 


y,4y 1 


1 /.J 


3.9 


O.J 


W.J 


Poor 


1,637 


66.1 


1.8 


14.7 


17.4 














Wortheast 




oy.o 






J.J 


North central 


3 1,000 


87.2 


3.6 


J. 7 


J. 4 


oouth 






J.J 




11./ 


West 






4.0 




iz.o 


Employment status 












Wage earner 


91,319 


84.3 


3.4 


4.3 


8.0 


Full-time 


72,125 


85.9 


3.6 


3.5 


7.0 


Part-time 


19,194 


78.1 


2.8 


7.3 


11.8 


Self-employed 


7,570 


80.5 


2.4 


2.0 


15.0 


Full-time 


5,827 


81.3 


2.4 


1.4 


15.0 


Part-time 


1,743 


77.3 


2.4 


5.0 


15.4 


Farm worker/unknown 


2,103 


80.1 


2.3 


3.1 


14.4 


Industry 












Agriculture, forestry, fishing 


2,662 


71.2 


3.6 


3.5 


21.7 


Constructron 


4,980 


72.7 


4.2 


4.9 


18.2 


Manufacturing 


16,100 


88.6 


3.0 


3.7 


4.8 


Transportation, communica- 


6,166 


92.4 


1.9 


1.3 


4.4 


tion, utilities 












Sales 


18,898 


80.7 


3.4 


5.1 


10.8 


Finance and insurance 


5,185 


87.8 


3.9 


3.3 


• 5.0 


Repair services 


4,922 


78.7 


3.8 


4.3 


13.2 


Personal services 


3,262 


67.8 


4.2 


12.0 


16.0 


Entertainment and recreation 


1,374 


71.2 


5.1 


5.6 


18.1 
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Tables. Continued 



% of employed persons 



Characteristics 



Total 
employed 
(1,000s) 



Private insur- 
ance all year 



Professional services 12,338 

Public administration 2,628 

Occupation 

Professional and technical 15,673 

Managerial and administrative 8,03 1 

Sales 6,176 

Clerical 14,869 

CraAsmen and foremen 10,366 

Operatives 10,842 

Transportation operatives 3,8 1 6 

Service workers 15,859 

L». borers (nonfarm) 4,812 

Farmers (owners, managers) 1,379 

Farm laborers and foremen 95o 

Family income 

Poor/near poor 9,244 

Low income 12,317 

Middle income 41,282 

High income 43,400 

Hourly wage rate 

^$2.50 10,816 

$2.51-$5.00 42,890 

$5.01-'$7.50 19,346 

$7.51-$ 10.00 9,058 

$10.01+ 5,640 

Income/earnings 
Household income 

(all sources) 
Hourly wage rate 

Mai^inal \zx rate of tax filing 
unit (includes federal, state, 
and vSocial Security taxes) 



87.6 
87.7 

91.0 
89.9 
86.4 
88.1 
83.9 
84.2 
84.0 
74.7 
73.1 
85.2 
69.4 



50.8 
67.8 
85>8 
93.3 



67.9 
79.3 
91.8 
93.8 
92.6 

$23,994 
($376) 
$5.56 
(7<t) 

29.8% 
(.24%) 



Private 
insurance 
part of year 



3.0 
1.5 

2.7 
4.6 
3.7 
2.6 
3.3 
4.0 
2.1 
4.0 
3.4 
1.5 
2.7 



4.4 
6.0 
3.8 
1.9 



3.7 
4.0 
2.9 
1.4 
2.2 



Public insur- 
ance all or 
part of year 



3.2 
1.1 



1.8 
l.O 
2.2 
3.5 
3.3 
5.8 
3.0 
8.8 
5.6 
1.2 
7.1 

21.6 
8.7 
2.4 
1.1 

11.0 
5.2 
1.1 
1.7 
1.9 



Uninsur?d 
all year 



Mean value** 



$18,271 
($1,267) 
$4.40 

(15<t) 
25.6% 
(.74%) 



$11,398 
($844) 
$3.63 

(20c) 
13.0% 
(.69%) 



6.3 
9.7 



4.6 

4.5 

7.7 

G.8 

9.5 

6.1 
10.9 
12.5 
17.9 
12.1 
20.8 

23.3 
17.5 

8.0 

3.7 

17.4 
11.4 

4.2 

3.1 

3.3 

$14,883 
($753) 
$3.87 

(15c) 
20.6% 
(.63%) 



Source: NMCES Health Insurance Employer and Household Surveys (1977). 

■ Includes all other ethnic/racial groups not shown separately, persons with unknown education, marital status, health 
status, hours of work, earnings, wages, and industry or occupation. 
^ Standard errors are in parentheses. 



occupation are less or its seasonal or transitory 
nature is greater, the likelihood that a worker 
will lack coverage is greater. Thus, profession- 
al, technical, and managerial workers are less 
likely to lack insurance, whereas service work- 
ers, laborers, craftsmen, and agricultural em- 
ployees are among those most likely to be un- 
insured. 

Table 3 also reveals that low income and 
wages are associated with lack of coverage. Al- 
most a quarter of workers residing in poor or 
near-poor households and 17.5% in low-in- 
come households are uninsured all year, com- 
pared with only 8% of workers in middle-in- 
come households and 3.7% in high-income 



families. Of workers who received hourly wages 
of $2.50 or less in 1977, 17% were uninsured, 
as were 1 1% who earned between $2.50 and 
$5.00. Less than 5% of workers who earned 
more than $5.00 per hour were uninsured. On 
average, uninsured workers had household in- 
comes of $14,883, nearly 40% below those of 
workers who were privately insured all year, 
and hourly wages of $3.87, 30% below those 
of insured workers. 

The government implicitly subsidizes the 
health insurance benefits of most workers 
through the tax system. If the employed un- 
insured were to receive health insurance 
through the workplace, they v/ould benefit less 
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Table 4. AvailabiHty of health insurance at the workplace according to health insurance status 

Availability of health insarance (%) 



Employer with plan 





Number 


Employer not 


Employee 


Eligible and 


Eligible 


Health insurance status 


(1,000s) 


offering plan 


ineligible 


not taken 


and taken 


Total employ ed all or part of year 


106,184 


27.1 


5.9 


3.9 


63.1 


Private insurance all year 


88,926 


22.5 


3.7 


2.8 


71.0 


Priv.ite insurance part of year 


3,515 


18.4 


5.0 


3.9 


72.8 


Public insurance all or part of year 


4,545 


44.0 


16.4 


11.7 


27.9 


Uninsured all year 


9,198 


66.9 


22.0 


11.1 


0.0 


Source: NMCES Health Insurance Employer and Household Surveys (1977). 



from this policy than the average worker be- 
cause of their lower wages. The tax advantages 
associated with employment-related insiu'ance 
arise because employer contributions to health 
insurance fringe benefits are not treated as tax- 
able income. Because workers who receive such 
benefits have higher incomes and face higher 
marginal tax rates than iminsured workers, they 
receive a greater tax break than uninsured 
workers would receive from the same em- 
ployment benefit. The average tax reduction 
for workers with private insurance all year was 
about 30o for every dollar of health insurance 
fringe benefits, whereas the employed unin- 
sured would have received a reduction of about 
20e had they been covered (Table 3, last line). 
Consequently, low-income workers both lack 
the resources to purchase insurance and face 
weaker tax incentives to obtain it through the 
workplace. 

Although poor and near-poor workers are 
most likely to be uninsured, it is important to 
note that the employed uninsured population 
includes some workers in relatively favorable 
economic circumstances. For example, more 
than half of all employed uninsured persons 
are in middle- and high-income households 
(twice the poverty level or above) and about 
14% have earnings in excess of $10,000 (in 
1977 dollars). Consequently, a policy directed 
at the employed insured that failed to recog- 
nize differences in economic circumstances 
might subsidize workers capable of financing 
their own health care coverage. 

Uninsured Workers and the Availability of 
Health Insurance at the Workplace 

An important prerequisite for assessing the 
fairness of the current system of employment- 
related coverage is to determine jvhether in- 
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sured and uninsured workers have the same 
opportunity to purchase comparable health in- 
surance at the workplace. If employment-re- 
lated insurance is available but uninsured 
workers decline to purchase it, the argument 
forpublic policy intervention may be less com- 
pelling. The NMCES data in Table 4, which 
examines the relationship between insurance 
status and the availability of employment-re- 
lated coverage, clearly demonstrate that this 
rarely happens. The NMCES data, of course, 
cannot disclose whether the employed unin- 
sured could have obtained coverage through 
an alternative choice of employment or under 
what conditions. 

The most striking finding in Table 4 is the 
contrast in the availability of employment-re- 
lated health insurance to insured and unin- 
sured workers. Of workers with private in- 
surance, more than 70% obtained coverage at 
their workplace, whereas only a fifth were not 
offered insurance by their employers.** How- 
ever, the overwhelming majority of uninsured 
workers— some 89%— were unable to obtain 
insurance through their employers. Two-thirds 
of uninsured workers were employed at firms 
that did not offer coverage and 22% were in- 
eligible for the health insurance fringe benefits 
that were offered. Only 11% of uninsured 
workers declined to select health insurance 
benefits made available by their employers. 
Note that 60% of workers covered by public 
insurance for all or part of 1977 did not have 
employment-related coverage as an alterna- 
tive; of these, 44% were employees with public 
insurance who were working for firms with no 
insurance plan and 16% were ineligible for any 
coverage offered. Only 12% of workers with 
public insurance failed to elect employment- 
related coverage that was available, suggesting 
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that public insurance was a relatively small 
factor in decisions to forgo private coverage. 

To determine what types of workers or firms 
are systematically associated with the lack of 
health insurance benefits, we used two logit 
equations to examine the likelihood, first, that 
a worker is employed by a firm that offers health 
insurance and, second, that a v/orker will be 
eligible for such benefits.*^ Qur empirical re- 
sults (available on request) indicate that low- 
wage workers, those employed in small firms 
(fewer than 50 employees) or who are self- 
employed, or those who work part-time or in 
industries characterized by seasonal or tran- 
sitory employment (such as agriculture, con- 
struction, sales, personal services, and enter- 
tainment and recreation) are less likely to work 
for firms that provide health insurance bene- 
fits. These results are consistent with findings 
presented elsewhere.^^ Workers with less labor 
market experience, who receive low hourly 
wages, are empVjyed part-time, and are em- 
ployed in agrruultural and construction sectors 
are less likely to be eligible for their firm's 
health insurance benefits. These findings sug- 
gest that employers are less willing or able to 
incur the costs of extending such benefits to 
marginal workers with limited bargaining 
power (given the ready availability of substi- 
tute labor) and with a relatively high rate of 
turnover. 

Do Wage Increases Compensate Workers Not 
Offered Fmployme:?t-Related Coverage? 

Another issue related to the availability of 
health insurance fringe benefits at the work- 
place is whether workers who fail to receive 
such benefits are compensated by higher wages 
instead. This possibility is suggested by the 
theory of competitive labor markets. In such 
markets employees receive the full monetary 
value of their productivity and employers are 
indifferent between providing the same total 
compensation in wages alone or through a 
combination of wages and fringe benefits. 
Workers can then substitute wages for fringe 
benefits by selecting employers who offer the 
compensation package they prefer. Among 
workers with the same productivity in the same 
labor market, those preferring wages to fringe 
benefits will receive higher money wages to 



equalize the value of the compensation pack- 
age that combines wages and fringe benefits. 
The available empirical n, search on this issue 
provides mixed empirical support for this the- 
ory.*'* Furthermore, even if the theory is cor- 
rect, similar workers need not receive com- 
pensating wage differentials to make up for 
differences in fringe benefits if they are in dif- 
ferent markets and face r different demand for 
their services. 

Because the argument for policy interven- 
tion may be less compelling if worlcers not of- 
fered insurance are compensated by higher 
wages, we empirically examined the relation- 
ship between hourly wages and the availability 
of employment-related coverage, holding pro- 
ductivity constant. We used a reduced-form 
regression equation with the natural logarithm 
of hourly wages as the dependent variable.*^ 
The explanatory variables included factors re- 
flecting productivity differences among work- 
ers (education, labor market experience) sex 
and color (to reflect disparities related to pos- 
sible labor market discrimination), census di- 
vision and urban/rural locale (to reflect labor 
market and cost-of-living differences), and in- 
dustrial sector (to capture variation in union- 
ization, reasonality of employment, and pro- 
ductivity related to differences in capital stock). 
We included a dichotomous variable to indi- 
cate that an employee was not offered insur- 
ance (individuals offered insurance were the 
reference group). A positive relationship be- 
tween this variable and hourly wages would 
support the equalizing-wage-differences hy- 
pothesis (i.e., workers not offered health in- 
surance, with productivity and other diflfer- 
ences held constant, receive higher wages 
instead). We restricted the sample to full-time 
workers and estimated separate equations by 
occupation. 

The regression results (available on request) 
uniformly failed to support the hypothesis that 
workers excluded from health insurance ben- 
efits receive compensating wage increases. With 
the exception of professional and technical 
workers, workers not offered insurance have 
lower wages than workers receiving such ben- 
efits. Although professional and technical 
workers not offered insurance receive higher 
wages, this relationship is small and not sta- 
tistically significant. Instead of supporting the 
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Table S. Premiums aiid benefits of privately 
insured workers by type of insurance 



Employ- Not employ- 



ment-' ment" 

relttted related 

insurance snsorance 

No. of insured workers 

(1,000s) 83,390 8,990 

Premiums' 

Mean doUars $409 $247 

% paid by employer 73.3 — 

% paid by employee 23.8 96.4 

% paid by other 2.9 3.6 

% with benefit 

Type of coverage 

Any HMO 4.5 1.9 

Basic only 9.1 5 1 .7 

Major medical only 15.2 13.0 

Basic and major medical 7G.6 29.8 

Other/unknown 0.5 3.6 

Breadth of coverage 

Dental care 27.9 1.5 

Vision care 8.7 2.7 

Outpatient prescriptions 87.8 36.0 

Physician office visits 88.5 43.5 

Routine physical exam 6.1 3.0 

Outpatient psychiatric care 77.4 24.5 

Hospital room and board 
No deductible, 

scmiprivate'' 72.2 34.9 

Deductible, semiprivate 5.7 5.9 

Less than semiprivate 21.0 55.2 

No coverage 1.1 4.0 

Major medical out-of-pocket limit" 

$750 or less 33.7 11.4 

$751 or more 20.2 10.7 

Unlimited 33.7 20.8 

No major medical 12.5 57.1 



Source: NMCES Health Insurance Employer and House- 
hold Surveys (1977). 
■ Premium per insured family member. 
*• Full semiprivate or daily benefit of $90 or more. 
*" Refers to the limit applicable to most services under a 
policy. 

equalizing-wage-differences hypothesis, the 
findings suggest that workers who receive health 
insurance benefits may be getting a total com- 
pensation package that is superior to that of 
workers not offered such fringe benefits. 

Is Private Health Insurance Comparable to 
Employment-Related Coverage Available 
Outside the Workplace? 

Workers who are not offered employment-re- 
lated coverage may, as an alternative, purchase 
other private health insurance for themselves 
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and their dependents directly from an insur- 
ance company. Such plans, however, are im- 
perfect substitutes for those available at the 
workplace because they do not offer the ad- 
ministrative economies of group insurance and 
typically offer far less generous benefits. In fact, 
benefits comparable to those found in em« 
ployment-related coverage are rare, as shown 
in Table 5, which describes the differences in 
premiums and benefits. 

Premiums for employment-related insur- 
ance were, on average, $409 per year per in- 
sured family member in 1977, compared with 
$247 for coverage that was not employment 
related. This difference reflects the broader 
coverage obtained through the workplace. De- 
spite higher total premiums, workers with em- 
ployment-related coverage pay less than a 
quarter of total premium costs, or some $97 
out of pocket, with their employers paying al- 
most three-quarters. In contrast, workers who 
obtain health insurance outside the firm pay 
almost two and one-half times as much out of 
pocket, or some $238. Employees covered by 
employment-related plans also receive the im- 
plicit tax subsidy on premiums paid by em- 
ployers, equal to $96 per insured family mem- 
ber. The inability of workers to obtain similar 
coverage through the workplace means that 
they forgo a tax subsidy of some $77 per in- 
sured family member.*^ As noted earlier, this 
figure is lower because of the lower incomes 
and tax rates of workers not offered an em- 
ployer plan. 

The most pronounced difference in benefits 
between employment-related and other pri- 
vate coverage is the extent of supplementary 
major medical coverage. About 71% of work- 
ers with employment-related insurance have 
both basic and major medical coverage, com- 
pared with only 30% of workers without em- 
ployment-related plans. The majority of the 
latter (52%) have only basic benefits. More than 
half of all workers with employment-related 
coverage have limits on their out-of-pocket ex- 
penditures under a major medical plan. These 
expenditures are limited for only 22% of work- 
ers with major medical coverage obtained 
through private insurance. The lack of major 
medical coverage also means less coverage for 
services typically insured in major medical 
plans. For example, employment-related plans 
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are far more likely to insure physician olhce 
visits and outpatient psychii.tric care. Em- 
ployment-related insui^ce also covers rou- 
tine exams and dental care more frequently, 
and hospital benefits are far more generous 
than those available in private plans. More 
than 70% of workers covered by employment- 
related plans face no deductible for hospital 
care and are ftilly covered for a semiprivate 
room or have daily benehts of $9U or niore. 
In contrast, only 35% of workers with other 
private coverage have such benefits. Half of 
such workers are covered for less than the 
semiprivate room rate. 

In sum, the fact that most uninsured workers 
are not offered health insurance through the 
workplace means that they are at a disadvan- 
tage in the purchase of private health insur- 
ance. Private health insurance plans that are 
not work related typically provide more re- 
strictive benefits at significantly higher out-of- 
pocket costs* Employment-related plans offer 
the economies of group purchase, rating of pre- 
miums on a group rather than an individual 
basis, and tax subsidies that effectively lower 
the price of insurance. 

Do the Employed Uninsured Use Fewer Health 
Services? 

The data in Table 6 demonstrate the reper- 
cussions on workers who lack health insur- 
ance. As a group they use fewer health services 
than insured workers. Almost 77% of the in- 
sured reported at least one physician visit dur- 
ing the year compared with 62% of the unin- 
sured^^ Among those with physician visits, the 
insured averaged about five visits compared 
with about four visits for the uninsured. There 
were also large differences between insured and 
uninsured workers in the use of hospital ser- 
vices and the use of prescription drugs. Of the 
insured, 61% used prescription drugs com- 
pared with 49% of the uninsured. More than 
11% of the insured were hospitalized as op- 
posed to less than 5% of the uninsured. 

There are also large differences between in- 
sured and uninsured workers with similar 
health status. The differences are large among 
those workers experiencing poor health. Of 
those with fair or poor perceived health status, 
the insured have about two more physician 



visits per year than the uninsured, compared 
with a difference of only .7 visits between the 
insured and uniiisureo who consider them- 
selves in good health. The same pattern emerges 
when disability days are used to control for 
health status. Similar utilization patterns are 
also found for prescription drugs. Among 
workers in fair or poor health, only 65% of the 
employed uninsured used prescription drugs 
compared with 81% of the injured. Insured 
workers in feir or poor health who used pre- 
scnption drugs also had a higher mean number 
cf prescriptions. Insured workers in good or 
excellent health were also more likely to use 
prescription drugs than were uninsured work- 
ers of the same perceived health status. 

Perhaps the most striking findings arc those 
pertaining to hospitalization. Hospitalization 
is generally considered less discretionary than 
other health services, so we did not expect lack 
of insurance to have the same effect on hospital 
use as for other care. Nonetheless, employed 
uninsured individuals are only haif as likely as 
insured workers to be hospitalized, a pattern 
that holds when either perceived health status 
or disability days are used to control for health 
status. The differences are most pronounced 
among those in poor or fair health, with only 
6.7% of the uninsured hospitalized during the 
survey year compared with 20.4% of the in- 
sured, a threefold difference. 

Given the-^e differences, the insured have 
substantially higher medical expenses overall 
($510) than do the uninsured ($367). Yet the 
uninsured pay about $49 more out of pocket 
than the insured. This varies according to 
health status, with no difference in out-of- 
pocket expenditures between the insured and 
uninsured with less than eight bed days but a 
very large difference for eight or more days of 
hospitalization. The sick uninsured paid $638 
out of pocket in 1977, whereas those with in- 
surance paid only $376. 

These data strongly suggest that the cm- 
ployed uninsured use fewer health services than 
insured workers even when they encounter se - 
rious health problems. Such utilization data 
cannot be used to determine whether the higher 
levels of use among insured workers are more 
appropriate, but disparities of this magnitude 
seem to warrant concern if equitable access to 
health care is an important social goa!.*^ 
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[able 6. Use and expenditures for health services by employed persons according to insurance and health status 



Health insurance and health status 



Employed uninsured 
Employed insured' 

Perceived health status*' 

Fair or poor (total) 
Employed uninsured 
Employed insured 

Good or excellent (total) 
Employed uninsured 
Employed insured 

Disability days 

>8 days (total) 
Employed uninsured 
Employed insured 

<8 days (total) 
Employed uninsured 
Employed insured 

lource: NMCES Health Insurance Employer and Household Surveys (1977). 
Privately insured all year. 
Totals may not sum because of missing values. 







Mean no, of 




Mean no. of 






Out-of'pocket 






%with 


prescriptions 




Mean expend- 


expenditures 




% with phy- 


visits for 


for those 




itures for those 


for those with 




those with 


prescription 


with at 


% 


with services 


services 


(1,000s) 


sician visit 


at least one 


drugs 


least oae 


hospitalized 


($) 


($) 


9,198 


62.0 


4.1 


48.9 


5.3 


4.7 


367.16 


216.71 


88,926 


76.9 


5.0 


61.3 


6.2 


11.2 


509.88 


179.54 


9,698 


84.8 


7.5 


79.0 


11.4 


18.6 


908.77 


264.33 


1,282 


69.5 


5.7 


64.9 


7.7 


6.7 


610.74 


372.88 


8,417 


87.2 


7.7 


81.1 


11.8 


20.4 


924.89 


257.59 


86,139 


74.5 


4.6 


57.9 


5.3 


9.7 


454.39 


168.87 


7,436 


60.6 


3.9 


45.5 


4.9 


4.3 


319.24 


195.43 


78,703 


75.9 


4.7 


59.1 


5.3 


10.2 


458.90 


170.49 


11,900 


96.2 


8.9 


88.4 


9.4 


32.0 


1,899.22 


381.37 


1,031 


88.5 


7.1 


77.8 


9.8 


28.0 


1,357.27 


638.25 


10,869 


96.9 


9.1 


89.4 


9.3 


52.2 


1,932.35 


375.62 


86,186 


717 


4.2 


56.2 


5.4 


5.2 


281.25 


145.59 


8,152 


58.6 


3.5 


45.2 


4.3 


1.8 


203.62 


147.49 


78,034 


74.1 


4.3 


57.3 


5.5 


5.5 


286.81 


147.96 
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Policy Implications 

Our empirical analyses demonstrate that the 
employed uninsured and their dependents 
constitute some three-quarters of the 17 mil- 
lion persons uninsured through lout either 1977 
or 1980. Analyses of NMCES data also reveal 
that workers most likely to lack coverage earn 
low wages, are less educated, and have house- 
hold incomes significantly below those of in- 
sured workers. Workers in industries and 
occupations characterized by seasonal em- 
ployment and less technical or administrative 
skill are also more likely to be iminsured, as 
are young workers, part-time employees, and 
the self-employed. Nevertheless, the employed 
uninsured also include many typical main- 
stream workers with dependents. Almost half 
are between 30 and 64 years of age, half are 
married, 60% are full-time wage earners, and 
more than half reside in middle- or high-in- 
come households. 

Lack of insurance for employed persons does 
not simply reflect decisions made by young 
workers who are relatively healthy and without 
insurable dependents to forgo purchasing in- 
surance. It probably reflects a number of other 
influences as well, including poor economic 
circumstances, relatively weak bargaining 
power (little or no union represerntacion, readi- 
ly available labor substitutes for low-skill 
workers), and an unwiUingness of employers 
to insure seasonal or marginal workers. In con- 
trast to insured workers, the majority of un- 
insured workers do not have the opportunity 
to purchase employment-related coverage. In- 
stead, their only choice is generally to pay 
higher out-of-pocket premiums for less gen- 
erous benefits than are commonly available 
through health insurance obtained in the work- 
place. Many uninsured workers can ill afford 
such coverage. 

These observations have important impli- 
cations for a public policy that seeks to expand 
health insurance coverage in order to improve 
access to health care and implement a more 
coherent system for financing the uncompen- 
sated care of those presently uninsured. Be- 
cause the employed uninsured and their de- 
pendents represent the largest component of 
the gap in health insurance coverage, policy 
initiatives oa their behalf could significantly 



reduce the size of the uninsured population. 
Any such policy intervention, however, must 
recognize the diversity of the employed un- 
insured. At the same time, it must not impose 
costs on employers that would jeopardize the 
employment of many marginal workers. It 
should also net penalize part-time or seasonal 
workers. 

Public policy initiatives must also confront 
a political environment characterized by fiscal 
austerity and a keen interest in constraining 
outlays for health care. Concern over the fed- 
eral budget deficit, the desire to shift more re- 
sponsibility and discretion for health care fi- 
nancing to state governments, and the need to 
guarantee the solvency of the Medicare Trust 
Fund are among the factors likely to preclude 
proposals for a new federal entitlement pro- 
gram for health insurance coverageJ^ Sub- 
stantial changes in the eligibility standards of 
Existing public health insurance programs are 
also unlikely. .As interest in tax reform and tax 
simplification mounts and as attempts are 
made to expand the federal revenue base by 
reducing tax expenditures on health insurance, 
tax incentives io promote the purchase of pri- 
vate health insurance become less realistic. 

Nevert heless, although liie focus of health 
care policy since the 1 960s and 1 970s has shift- 
ed from one of broad concern over access to 
care to interest in cost containment and pro- 
competitive reform of the health care sector, 
a number of issues still demand that attention 
be paid to the uninsured.^® These issues, where 
the public has clearly expressed its concern, 
include uncompensated hospital care, trans- 
fers of uninsured patients from private to pub- 
lic hospitals, and the loss of health insurance 
associated with unemployment. Moreover, 
even as the Medicaid program has been cut 
back, the poverty rate remains at a high level 
(14.4% in 1984, the third highest level since 
1966) and certain sectors of the U.S. economy 
continue to experience depressed levels of in- 
come and employment. 

The spectrum of available policy options 
ranges from nonintervention to broad-basec! 
national health insurance initiatives that would 
include all uninsured persons. The latter ap- 
proach, prohibitively costly to implement, has 
long been debated, with no sign of consensus. 
Some intermediate approaches, such as ex- 
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panding Medicaid eligibility to all uninsured 
poor or providing federal grants to state or 
local governments to ins\ire their indigent pop- 
ulations, target the poor and the unem- 
ployed.^' However, they ignore low-income 
persons above the poverty line and the rest of 
the employed uninsured, who, along with their 
dependents, account for a large part of the un- 
insured population. 

Policy options that are particularly relevant 
to the working population, and that need not 
add to the federal budget, have already been 
proposed. Three of them, along with the pos- 
sibility of maintaining the status quo, are con- 
sidered below. They are: 

□ requiring employers to make insurance 
available to all workers; 

□ encouraging the formation of state insur- 
ance pools to make coverage available to 
uninsured workers; and 

□ severing the tie between employment and 
health insurance benefits while using in- 
come tax incentives to promote health in- 
surance purchases. 

These strategies rely, reopectively, on the fact 
that the employed uninsured do have employ- 
ers to offer them coverage, they represent a 
population healthy enough to be insurable and 
have some income to pay at least part of the 
premium, and they earn income and file tax 
returns, making use of an altered tax system a 
feasible alternative. 

Nonintervention by Policy Makers 

One option is to retain the present system of 
employment-related coverage. In a competi- 
tive labor market with a wide choice between 
wages and fringe benefits for a given occupa- 
tion, it can be asserted that some workers lack 
health insurance by preference. Our empirical 
evidence fails to support this assertion. Almost 
90% of uninsured workers are not offered health 
insurance, and only about 1% of all workers 
who are offered insurance choose to be unin- 
sured. Thus, it is difficult to infer that most 
workers are exercising their preferences. More- 
over, there is no indication tliat uninsured 
workers receive higher wages in place of health 
insurance benefits. The low educational and 
wage levels of most uninsured workers suggest 
that they face limited labor market alternati ves 
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and have little bargaining power to negotiate 
compensation arrangements. Nonintei'ven- 
tion, however, is likely to remain the short- 
i-un policy as concern grows over the federal 
budget deficit and health care cost contain- 
ment. 

Mandated Employment-Related Coverage 

Mandated health insurance benefits have fi:e- 
quently been discussed in the context of na- 
tional health insurance proposals. As defined 
by Mitchell and Phelps, such an approach 
would "require by law that all employers make 
available health insurance policies of specified 
benefits and characteristics to cover all em- 
ployees and their dependents."^^ The man- 
dated approach would legislate the elimination 
of existing gaps in employment-related cov- 
erage and would meet equity concerns by im- 
posing minimum benefits. 

Because a legislative mandate wov!d impose 
additional labor costs on firms, however, it 
may be an ill-suited means of extending cov- 
erage to uninsured workers, especially for small 
employers, who are less likely than large em« 
ployers to offer coverage. Phelps has suggested 
that the large fixed costs of acquiring and man- 
aging a health insurance plan make it too ex- 
pensive to insure only a few employee s.^^ 
Phelps also speculates that small firms expe- 
rience higher labor turnover, resulting in ad- 
ditional administrative costs for enrollment. 
Because small firms are nrore iiiely to employ 
uninsured workers, they would disproportion- 
ately bear the costs of mandated coverage. If 
these and other firms thai do not offer health 
insurance are marginally profitable, the added 
costs of mandated coverage could pose a threat 
to their long-run survival. 

For firms to survive in a competitive envi- 
ronment, the cost of mandated coverage re- 
quires a compensating decline in wages to keep 
total labor costs equivalent to worker produc- 
tivity. Because these wage adjustments would 
not be instantaneous, workers employed by 
firms that previously did not offer coverage 
might suffer some short-run unemployment. 
Even in the long run, wages cannot adjust 
down\vard for workers at or near the minimum 
wage. Thus, because the employed uninsured 
are concentrated among low-wage earners, 
mandated coverage miglit lead to a permanent 
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decline in employment for a significant portion 
of this group.^"* That is, a mandated approach 
could peiTersely affect the very group it in- 
tends to assist. 

The mandating of employer-related cover- 
age by states is currently precluded by the fed- 
eral Eniplcyment Retirement Income and Se- 
curity Act (ERISA) of 1974, which limits state 
regulation of employee benefits such as health 
insurance. To date only Hawaii, which ob- 
tained an exemption from ERISA in 1981, re- 
quires employers to pro\ide health insurance 
of minimum standards to full-time employees 
in IS 74 legislation. Minnesota, in 1976 legis- 
lation, required eniployers offering coverage to 
provide minimum benefits or lose state in- 
come tax deductions for health insurance pre- 
miums. The Minnesota law, however, was 
preempted by ERISA in a 1980 coiut deci- 
sion.2^ 

Mandated State Insurance Pools 

States have the option of creating risk pools 
to make coverage available to the uninsured.^* 
Because many of the uninsured are workers 
who lack insurance not because they are poor 
medical risks but mostly because group insur- 
ance is unavailable to them and other private 
insurance may be unafTordable, a state pool 
that can attract a large proportion of the em- 
ployed uninsured could offer reasonable cov- 
erage at a reasonable price. A precedent for 
this kind of activity has been established in six 
states (Connecticut, Minnesota, Wisconsin, 
Indiana, North Dakota, and Rorida) that make 
insurance available to high medical risks who 
are otherwise uninsurable. Connecticut's leg- 
islation also extends the risk pool to all state 
residents except those eligible for Medicare. In 
general, the states that sponsor such plans re- 
quire all insurers doing business in the state to 
cooperatively offer coverage specified by the 
state and to share in uny underwriting losses. 

The attractiveness and feasibility of such a 
risk pool would depend on its ability to attract 
sufficient numbers of the employed uninsured 
with coverage that is less expensive or more 
comprehensive than existing alternatives, and 
to avoid or minimize underwriting losses. To 
date, most pools face difl5culties in both areas, 
since all but Connecticut's are limited to high 
risks.^'' Connecticut's broad-based pool, con- 



sisting of the Health Reinsiu^ance Association, 
comprising all private commercial carriers, and 
the Residual Pool organized by Blue Cross and 
Blue Shield of Connecticut, attracted only 8.4% 
of the state's uninsured population in 1981. 
The Health Reinsiu-ance Association attracted 
high risks and operated at a loss, as the com- 
mercial insxu-ers enrolled the more favorable 
risks in their own plans, and the Residual Pool 
appeared to enroll persons who sought indi- 
vidual policies but missed the annual Blue 
Cross and Blue Shield Plan open enrollment 
period. Connecticut's small enrollment con- 
sists largely of young people in transition and 
others seeking insurance protection between 
jobs. Its limited success may be the result of 
premiums that are too high for many of the 
uninsured (between 12.5% and 150% of the av- 
erage group rate for individuals with similar 
characteristics). 

Experience thus suggests that the afForda- 
bility of state-sponsored insurance depends 
most importantly on the size of the pool and 
on attracting good risks so that experience- 
rated premiums can be created that are more 
attractive than those currently available from 
private insurers. A successful state pool must 
also balance considerations of premium costs 
and affordability with comprehensiveness of 
coverage. To keep premiums low may require 
high deductibles and coinsurance provisions, 
which may be necessary to encourage enroll- 
ment, especially by good risks. To keep pre- 
miums low in relation to benefits may require 
limited subsidies, which could be worthwhile 
if large numbers of the uninsured obtained 
coverage at mostly their own expense. In the 
final analysis, the formation of state pools might 
best be facilitated by extending the favorable 
tax treatment of employer-sponsored plans to 
those enrolled in other types of plans (includ- 
ing the state's), as discussed next. 

General Tax Credits for Health Insurance: 
The Enthcven Approach 

Enthoven suggests replacing the present exclu- 
sion of employer-paid premiums from each 
worker's taxable income with a refundable tax 
credit available to anyone who buys insur- 
ance.^^ The tax credit would be 40% of com- 
bined individual or employer payments up to 
a limit of $ 150 per month for family coverage 
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and $60 per month for individual coverage (in 
1983 dollars). The tax credit would limit the 
tax reduction and thereby reduce incentives to 
purchase very comprehensive health insurance 
benefits that contribute to rising health care 
costs. The tax credit would also offer the same 
tax break to individuals in different tax brack- 
ets. In contrast, the current tax break is re- 
stricted to employer-paid premiums, is open- 
ended, and is proportional to the individual's 
marginal tax rate. Enthoven argues that his 
approach would encourage even low risks to 
purchase private insurance, lessening prob- 
lems of adverse selection outside employer 
groups. The cost to the federal budget would 
be reduced by making employer premium con- 
tributions subject to income and payroll tax- 
ation. 

The flexibility and broad base of the tax credit 
approach is appealing. Workers who are not 
offered employment-related coverage would 
face the same tax incentives as others who are 
offered coverage. Household members could 
pool their earnings to obtain more benefits. 
Furthermore, additional labor costs would not 
be imposed on firms that failed to offer health 
insurance fringe benefits (as in a mandated 
strategy). By cutting the tie to employer-paid 
benefits, a general tax credit would provide 
similar incentives for individuals in different 
circumstances— the self-employed, full-time 
and part-time workers, the unemployed— to 
secure coverage^ 

As Enthoven observes, the tax credit ap- 



proach is not perfect. Persons unable to secure 
group coverage and those considered high risks 
(i.e., the elderly, those with preexisting medical 
conditions, and those in risky occupations) 
would still face higher premiums. The credit 
could be adjusted to reflect these differences, 
however, and insurance companies could be 
compensated for the added risks of covering 
such persons. The tax credit approach could 
also be integrated with state risk pooling effoits 
for the uninsured. It is also consistent with cost 
containment policies directed at the overly 
generous benefits of some workers while it pro- 
vides a way to make health insurance afford- 
able to others. 

In sum, a mechanism to enable uninsured 
workers to secure health insurance would sub- 
stantially reduce the number of persons chron- 
ically without coverage. Such a policy initia- 
tive is likely to require an innovative approach 
that departs significantly from the current sys- 
tem of employment-related coverage as a 
source of insurance. Given current concerns 
over uncompensated care, transfers of patients 
from private to public hospitals becaiiise of lack 
of insurance, and the loss of health insurance 
associated with unemployment, there is grow- 
ing interest in the problems of equitable access 
to health care and affordable health insurance. 
Serious public policy efforts to address these 
problems will be incomplete unless they con- 
sider the circumstances of the employed un- 
insured. 
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